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Buy  Long  Term  Bonds 


A  LL  things  change  under  the  sun. 

-^^^  It  will  be  recalled  that  twenty-five  years 
ago  more  or  less  corporation  bonds  which  found 
the  greatest  favor  among  investors  were  long-term 
issues.  The  argument  prevailed  at  the  time  that 
owing  to  the  promised  accumulation  of  vast  funds 
available  for  investment,  growing  out  of  the  in- 
crease of  wealth  in  the  United  States,  the  growth  of 
private  estates  and  savings  deposits  and  other 
causes,  the  demand  for  choice  bonds  would  outrun 
the  supply  and  the  interest  return  would  steadily 
decline. 

Hundreds  and  hundreds  of  millions  dollars  of 
long-term  bonds  were  created — such  issues  as  the 
Atchison,  Topeka  &  Santa  Fe  Railway  General  4s 
(due  1995),  and  the  Northern  Pacific  Railway 
Prior  Lien  4s  (due  1997),  the  West  Shore  Railroad 
First  Mortgage  bonds  created  in  1888,  mature  in 
the  far-off  year  2361. 

Sufficient  proof  of  the  preference  formerly  exist- 
ing for  long-term  bonds  is  found  in  the  fact  that 
enormous  blocks  of  such  bonds  were  absorbed  by 
institutions  and  private  investors  at  rising  prices 
until  many  4%  bonds  were  found  to  be  selling  in 
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the  market  at  a  premium.  The  West  Shore  Railroad 
4s,  already  alluded  to,  in  1902,  touched  the  high 
price  of 

Today  we  find  these  "old-line"  long-term  bonds 
quoted  at  prices  from  20%  to  40%  and  more  below 
their  market  values  of  twelve  to  fifteen  years  ago, 
despite  the  fact  that  in  respect  of  countless  issues 
their  security  has  measurably  increased.  This  re- 
sult has  been  brought  about  by  changes  in  eco- 
nomic conditions  —  the  purchasing  power  of  the 
dollar  has  declined,  interest  rates  have  become 
higher  and  the  cost  of  capital  has  advanced,  all  to  the 
disadvantage  of  term  creditors,  the  bondholders. 

There  were  those  who  were  not  without  con- 
victions that  the  high  grade,  high  priced,  low- 
income-yielding  bonds  would  surely  seek  a  lower 
price  level.  Without  attempting  here  even  briefly 
to  outline  the  process  of  reasoning  which  led  to 
this  view  held  by  many  economists,  sufiice  it  to 
say  that  it  chiefly  concerned  itself  with  the  increase 
in  the  production  of  gold  and  the  consequent  les- 
sening of  the  purchasing  power  of  the  dollar,  the 
advance  in  prices,  in  wages  and  in  interest  rates; 
high  interest  rates  presaging  low  prices  for  bonds. 

One  noted  economist  stated  about  fifteen  years 
ago  in  a  discussion  upon  this  subject — "The  tend- 
ency will  be  to  lower  the  price  of  most  long-term 
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securities  in  proportion  to  the  length  of  term  they 
have  to  run."  At  about  the  same  time  another 
authority  is  quoted  (1906)  as  follows:  "The  moral 
is  don't  buy  bonds  of  any  kind  now  for  long  invest- 
ment." 

In  the  light  of  recent  financial  history  it  may  be 
of  interest  to  submit  here  the  following  opinion 
expressed  in  1906  by  the  gentleman  last  above 
quoted.  His  reference  was  to  two  holding  com- 
panies owning  the  securities  of  street  railway 
companies  operating  under  franchises  in  one  of 
our  largest  cities  —  each  company  having  since 
1906  become  bankrupt. 

"The  companies  pay  now,  we  will  assume,  three 
dollars  a  ton  for  coal  and  two  dollars  a  day  for 
labor.  If  the  gold  goes  down  50%,  coal  and  labor 
would  go  up  100%  to  give  the  coal  miner  the  same 
price  for  his  coal  and  the  laborer  wages  of  the  same 
purchasing  power.  These  two  railway  companies 
receive  five  cents  fare  for  carrying  each  passenger, 
and  the  amount  is  limited  by  law.  It  will  be  a 
cold  day  for  either  company,  unless  public  senti- 
ment changes  very  materially,  when  they  go  to  the 
Legislature  to  get  permission  to  increase  the  rate 
of  fare.  It  costs  them  with  the  present  rate  of 
wages  and  the  present  price  of  coal — that  is,  with 
money  at  its  present  purchasing  power — two  and  a 
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half  cents  to  carry  the  passenger.  The  profit  is 
two  and  a  half  cents  and  all  the  income  in  the  way 
of  dividends  or  interest  of  all  these  securities  of 
these  two  companies  is  dependent  upon  that  two 
and  a  half  cents  profit.  But  with  labor  at  four 
dollars  a  day  and  coal  at  six  dollars  a  ton — that  is, 
with  the  operating  expenses  doubled — it  would 
cost  them  five  cents  to  carry  the  passengers  and 
there  would  be  no  profit." 

''At  any  rate,  even  if  the  effect  be  not  in  reality 
quite  so  startling,  the  profit  is  likely  to  grow  beauti- 
fully less  and  the  funds  available  for  interest  and 
dividends  to  grow  small,  almost  if  not  quite  to  the 
disappearing  point." 

''The  moral  is,  don't  buy  for  long  investment 
securities  of  public  service  corporations  where  their 
charges  are  limited  by  law." 

"The  same  consideration  applies  to  the  securities 
of  steam  railroads  and  of  all  transportation  com- 
panies to  a  less  degree.  Their  rates  are  all  either 
fixed  or  limited  by  law  or  are  likely  to  be." 

The  economists  found  for  them  an  argument  but 
could  not  find  for  thousands  of  investors  an  under- 
standing. 

The  conditions  growing  out  of  the  w^orld  war 
served  to  give  impetus  to  the  decline  in  bond  prices 
which  previously  had  been  in  progress.  Govern- 
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ment  bond  issues  came  into  competition  with 
corporation  bonds — ^prices  of  commodities  advanced 
rapidly  or  stated  otherwise  the  purchasing  power 
of  the  dollar  declined  sharply.  The  result  is  that 
the  "old  line"  long-term  bonds  have  declined  in 
price  so  far  that  today,  all  things  equal,  many  of 
the  highest  grade  corporation  bonds  are  quoted 
near  their  lowest  recorded  prices.  Their  present 
market  price,,  at  the  time  of  this  writing,  of  about 
73,  compares  with  70  as  the  lowest  price  ever 
recorded  for  West  Shore  Railroad  4^7  bonds,  the 
bonds  ha\Tng  sold  in  recent  weeks  at  that  price. 

Just  as  it  appeared  twenty  to  thirty  years  ago 
as  perhaps  the  most  obviously  sagacious  pohcy  for 
the  prudent  investor  to  select  long-term  bonds,  so 
it  is  found  today  that  short-term  bonds  are  in 
greater  favor  for  what  would  at  first  appear  ob^dous 
reasons.  Investors  in  long-term  bonds  have  for 
years  witnessed  declining  prices  and  have  come  to 
favor  the  other  form  of  investment  where  the 
preservation  of  the  principal  sum  seemed  more 
certain.  "One  speaks  of  the  fair  as  his  own  wares 
have  gone  in  it.*' 

AT  PREVAILIXG  LOW  PRICES  \M:  EMPHAT- 
ICALLY RECOMMEND  TO  IX^TSTORS  THE 
PURCHASE   NOW   OF   LOXG-TERM  BONDS. 
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With  the  inevitable  changes  to  come  as  the  readjust- 
ment from  war  to  peace  conditions  proceeds 
we  confidently  predict  a  higher  price  level  for 
seasoned  bonds. 

There  will  be  found  in  the  accompanying  list  a 
number  of  selected  bonds  of  Standard  Railroad 
Companies.  The  recommendation  made  in  this 
circular  is  not  however  confined  to  Railroad  issues. 

To  illustrate  the  possibilities  for  profit  to  the 
investor,  we  here  call  attention  to  the  fact  that  since 
the  signing  of  the  Armistice  such  issues  as  Atchi- 
son, Topeka  &  Santa  Fe  Railway  Adjustment  4% 
bonds,  Atlantic  Coast  Line  Railroad  (Louisville  & 
Nashville  Railroad  Stock  Collateral)  4%  bonds  and 
Southern  Pacific  Co.  (Central  Pacific  Railway  Stock 
Collateral)  4%  bonds  which  now  are  quoted  at  or 
about  71  to  72  have  each  sold  at  or  about  80. 
The  earlier  advance  in  bond  prices  was,  as  it  were, 
a  false  start,  a  premature  anticipation  of  changes 
which  in  our  opinion  must  sooner  or  later  inevit- 
ably take  place. 

October  6th,  1919. 
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"We  Have  Nothing  to  Sell  but  Service'' 


We  do  not  sell  securities  to  our  customers.  We 
buy  and  sell  securities  for  our  customers  on  a  strictly  com- 
mission basis  and  do  not,  as  dealers,  trade  with  them. 

We  are  in  a  position  to  quote  accurate  markets  on 
securities  listed  on  the  various  exchanges  of  this  country 
and  our  facilities  for  the  execution  of  orders  in  unlisted 
securities  are  excellent. 

Close  attention  is  given  to  the  study  of  securities 
and  we  feel  we  are  qualified  to  give  sound  advice  on 
investment  matters.  Our  opinions  are  not  prejudiced  by 
reason  of  any  personal  interest  due  to  ownership. 

All  investment  orders,  whether  large  or  small, 
will  receive  prompt  and  careful  attention. 

Our  statistical  department  is  well  equipped  with 
official  reports  and  original  data,  and  is  prepared  to 
furnish  information  concerning  Railroad  and  Industrial 
Corporations. 

We  have  private  wire  connections  between  New 
York  and  Chicago  and  give  special  attention  to  investors 
through  our  Investment  Service  and  Inquiry  Department. 
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